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Abstract: Sustainability has become a significant issue for firms and investors throughout the world,
although it cannot be attained if policies impact the stability of firms’ dividend policies. In this paper,
we use data from the Stoxx Euro 600 firms from 2000 to 2019 and the ESG (environmental, social and
governance) scores from Thomson Reuters to assess the relationship between ESG responsibility
performances and the firm’s dividend policy. The results indicate that more sustainable firms exhibit
a more stable dividend payout. This result is also valid when the ESG pillars are analysed, specifically,
the environmental and governance pillars. The findings further suggest that higher ESG scores reveal
better long-term alignment with shareholders and other stakeholders due to more proportionally
stable profit sharing.
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1. Introduction

This paper aims to analyse the relationship between ESG (environmental, social and governance)
responsibility performances, both globally and individually, based on each of the three pillars, and the
firm’s dividend policy with respect to payment of dividends and its stability. Despite the increasing
literature on sustainability and ESG, there is little evidence regarding the effects of such ESG performance
scores on a firm’s capacity and decisions concerning dividends.

According to Khan et al. [1], the number of firms undertaking sustainable investments is
increasing, and thus, this type of investment has attracted growing attention from investors.
For example, BlackRock’s Global Executive Committee, in its 2020 letter to clients [2], highlighted that
sustainability would be the new standard for the firm—the world’s largest asset manager—to invest
in businesses, construct portfolios and manage risks, thereby heightening its scrutiny of ESG issues.
Larry Fink [3], chairman and CEO of BlackRock, also explains that several sources of investment risks,
e.g., climate action failure and human caused environmental disasters (for a survey, see [4]) have
an enormous impact on the capital market around the world by changing investment patterns and
investors’ expectations towards a more sustainable investment perspective.

As firms” adoption of sustainable practices and principles is on the rise, they are attracting a
large number of investors who are more aware of sustainable issues. The sustainability does not end
with managers’ messages to the market, but rather, actions have been setting the tone for a more
sustainable future. This evidenced by some of the world’s largest institutional investors integrating
sustainability into their investment decision processes [5]. According to HSBC UK, in 2019, more than
USD 21.4 trillion was sustainably invested in global assets, more than 60% of which was in Europe.
Two years earlier, according to McKinsey [5], sustainable investments accounted for approximately
26% of all assets that were professionally managed in Europe, the United States, Canada, Australia,
New Zealand and Asia, suggesting that ESG principles are essential in capital markets, both for
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corporations and investors. More recently, following the onset of the Covid-19 pandemic, leaders began
to emphasise the relevance of more sustainable investments. For example, the European Commission
already felt the need to integrate sustainable energy investments as a green recovery path from the
Covid-19 pandemic [6]. Moreover, the emphasis on ESG appears to have been effective due to changes
in several dimensions of firms’ policies (e.g., strategic or financial). Accordingly, this is precisely the
focus of our analysis.

In this paper, we use data from the Stoxx Euro 600 firms between 2000 and 2019. To analyse the
impact of ESG factors on the dividend policies of those firms, we used several dependent variables and
measured whether the firm paid dividends and also the stability of the dividends per share, the payout
rates and the dividend yields. Based on logit panel regressions, we control for several factors, such as
firm and market variables and year and sector effects. The results indicate that there is some evidence
that more sustainable firms exhibit a more stable dividend payout. This result is also valid when the
ESG pillars are analysed, specifically the environmental and governance pillars.

Our paper contributes to the literature that addresses the relationship between sustainability
and finance policies and performance. More specifically, the focus on the three pillars show that
relationships are dissimilar. Furthermore, the paper has managerial implications for both asset
managers and regulators.

This paper is organised as follow. A literature review is presented in Section 2, while the research
methods and data are discussed in Section 3. Section 4 analyses and addresses the results as well as the
contributions of this paper.

2. Literature Review

Corporate sustainability is an important concept that covers several dimensions, namely, ethical,
social, environmental, cultural, and economic areas [7], and thus, its importance with respect to
the business community, policymakers, media and academic community has expanded. The three
central non-financial factors in measuring the sustainability and societal impact of a corporation are
the environmental, social and governance dimensions, better known by the trending abbreviation
ESG. Several organisations have developed this approach, including the Global Reporting Initiative
(GRI), the United Nations Environment and Program Finance Initiative (UNEP FI), and the UN Global
Compact. Notably, the use of corporate sustainability has increased steadily, not only by sustainable and
impact investors but also by more traditional investors and firms. According to Porter and Kramer [8],
the financial results involving a social/environmental purpose creates a positive cycle of prosperity for
firms and communities, thus ensuring long-term profits. Consequently, corporate sustainability is a
priority for all business leaders throughout the world [8].

Several studies have analysed the relationship between corporate sustainability and financial
performance (e.g., [9-13]). The majority of these studies conclude that sustainability positively financial
performance [9,10,13] and, consequently, they act as value drivers for shareholders. Despite some mixed
and contradictory results, the studies mentioned above analysed both corporate social responsibility
and sustainability and found a positive relationship with corporate financial performance (for surveys,
see [11,14-16]), due to increased reputations [17], enhanced relations with stakeholders [18] and
decreased risk premiums [19]. Consistent with these perspectives, Wang et al. [20] added essential
issues that must be revisited. With no benefits for firms, corporate sustainability programs have not
been increasing because these programs are costly and firms have limited resources.

The dividend policy is another perspective from which to examine the distribution of the value
created [21,22]. Surprisingly, the impact of sustainability on dividend policies has not yet been well
covered in the literature, particularly regarding its importance on the decision to pay dividends,
the decision to pay regular dividends and the determination of the amount of dividends. Hence, this is
the gap that we propose to contribute.

Preliminary studies with respect to corporate sustainability and dividends indicate that there exists
a positive relationship between corporate social responsibility (CSR) performance and dividends [23-25],
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although Samet and Jarboui [26] conclude that high CSR is also associated with more stable dividend
policies. These results are consistent with two theoretical perspectives regarding dividend policy and
have been adapted to ESG investments and activities.

According to agency theory [27,28], if managers have access to excess cash flow and worthy
investment opportunities that exhibit a positive NPV, they are more inclined to overinvest. As a
possible result, the investment of these excess cash flows may cause firms to grow beyond their optimal
size. Consequently, managers expand assets under control, consistent with empire building theories,
and also their potential compensation. Nevertheless, the over investment may project a non-financial
perspective. Managers can also overinvest in environmental and social initiatives [29]. The rationale is
to obtain personal benefits at the expense of shareholders, as managers enhance their reputation as good
stakeholders of society. Brown et al. [30] analysed corporate philanthropy and the associate excess of
corporate charity to agency costs due to its non-value maximising consequences. Under this approach,
a dividend policy could be an instrument to avoid overinvesting in ESG initiatives and counter agency
problems. Consequently, firms with high ESG scores are expected to pay higher dividends.

Another perspective is based on signalling theory [31-33]. The theory argues that dividends are a
tool for signalling investors the prospects of the firm, and as such, the signal follows a positive association.
Therefore, dividend increases signal the market that managers expect growth in future earnings.

As shareholders cannot be dissociated from other stakeholders, our focus on ESG initiatives
indicates that high scores in all three components account for both shareholders and stakeholders’
rights and expectations. Thus, a high dividend level combined with higher levels of ESG scores
indicates that the corporation is considering all stakeholders [23]. The message sent to the market
is positive, as ESG activities are not harming the firm’s cash flows/returns. This perspective also
reflects the stakeholder theory [34], which claims that managers’ responsibilities extend beyond the
shareholders’ maximising value perspective. The interests of all other partners, i.e., workers, creditors,
the community, among others, must be managed as well, thus creating strong relationships among
these partners. From the perspective of the stakeholder view, firms are expected to allocate fewer
financial resources for their shareholders through the reduction of short-term cash flows available for
dividend distribution. However, managers also appear to increase ESG indicators and reduce the cost
of equity [35-37] and the cost of debt [38,39] are less constrained by financial resources [40] and can,
therefore, pay higher dividends.

Few studies address the link between social responsibility and dividend policies. Benlemlih [23]
used both of the approaches mentioned above when studying a sample of 3040 US firms from 1991 to
2012 and concluded there exists a positive association between high CSR levels, higher dividends and
increased stability of dividend policies, where value is a combination of cash flows, risks, and growth.
Cheung et al. [24] also concluded that firms with high CSR scores exhibit higher dividend levels
because higher CSR scores increase earnings through lower levels of perceived risk [36,39] and
better relationships with stakeholders, especially for non-financial firms. Samet and Jarboui [26]
find that firms with high CSR performance increase payout levels. In this research, the sample is
composed of non-financial European listed firms and covers the period 2009 to 2014. Rakotomavo [25]
findings, based on a sample of US firms for the 1991 to 2007 period, suggest that CSR efforts and
dividends tend to increase together. Consequently, the authors argue that CSR does not lower investors’
expected dividends.

Finally, dividends also posed a question regarding short-term issues given that stock market
investors and hedge funds are short-term oriented, thereby placing too much weight on current and
near cash flows and profitability [41]. These types of investors tend to focus on short-term profits at the
expense of long-term value [42]. Therefore, investors may have a bias for underestimating long-term
perspectives. In this case, the ESG dimensions may be perceived as lowering dividends in the short
term, a situation that may disincentivise investors. Investors with longer horizons tend to prefer higher
ESG firms, while short-term investors prefer the opposite [43]. Nevertheless, as mentioned by Pan [44],
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institutional liquidity investors should encourage their managers to include ESG issues in general
credit evaluations and monitor them to improve risk management.

Therefore, in this paper, we aim to understand the impact of sustainability and responsibility
policies on the dividend decisions of firms and to assess whether firms that have higher levels of ESG
are more likely to pay dividends. Moreover, we seek to determine, for those firms paying dividends,
whether the level of ESG affects the stability of the dividend per share, the payout and the yield. To the
best of our knowledge, there are no extant studies of this issue that control for factors that can impact
dividends, such as firm and market variables and year and sector controls.

3. Materials and Methods

We collected data from Thomson Reuters Eikon for the period 2000 to 2019 for firms listed on the
Stoxx Euro 600 index at the end of 2019. The initial sample was narrowed to account for the following
issues: recent entry in the index, lack of data on dividends, no data to compute all control variables,
and firms in the financial sector. Financial firms should be studied autonomously, as in Crespi and
Migliavacca [45] because they are affected by dissimilar value drivers. The final sample represents
1914 firm-year observations.

Thomson Reuters” ESG scores are used to measure firms’ sustainability performance and are
measured as environmental (E), social (S) and governance (G) dimensions. Thomson Reuters’ ESG
score [46] is an overall firm score between 0 and 100 that is based on the reported information in the
environmental, social, and corporate governance pillars. This score measures a firm’s ESG performance
and is based on more than 400 firms reported data on ESG in the public domain. These include
corporate websites, annual reports, ESG reports, bylaws, codes of conduct, stock exchange filings,
among others, from which is selected a subset of the 178 most comparable data that are then grouped
across 10 categories, namely, resource use, emissions, and innovation (environment); workforce,
human rights, community, and product responsibility (social); and management, shareholders and
CSR strategy (governance). According to Thomson Reuters [46], the count of measures per category
determines the weight of each category and the sum of the categories in each pillar, which then reveals
the pillar weights, specifically, environmental, 34.0%; social, 35.5%; and governance, 30.5% (see Table 1).
These ratings objectively measure a firm’s relative ESG performance and are available on over 7000
publicly listed firms (more than 2900 in North America and 1200 in Europe), with data going back at
least to 2002 for smaller firms [46].

Table 1. Environmental, social and governance (ESG) Score Structure.

Pillar Category Indicators in Category Weights
Environmental Resource use 20 11.2%
Emissions 22 12.4%
Innovations 19 10.7%
Social Workforce 29 16.3%
Human Rights 8 4.5%
Community 14 7.9%
Product o
Responsibility 12 6.7%
Governance Management 34 19.1%
Shareholders 12 6.7%
CSR Strategy 8 4.5%
Total 178 100%

Source: Thomson Reuters (2019), adapted.

The ESG score is a commonly used measure of corporate sustainability in academic empirical
research (e.g., [47-50]), although several other measures are available and used in academic research [51].
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Similar to other studies [52], we disentangle the ESG score into sub-indices (E, S, and G) to capture
the different perspectives affecting the outcome variable. The ESG score is the primary independent
variable, as is each of the three pillars, i.e., environmental, social, and governance. The average
ESG score of 60.4% over the period 2000 to 2019 signifies low variability (Figure 1). The individual
components track the overall trend, although the governance score exhibits higher relative variability
and is positioned at lower levels.
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Figure 1. ESG Evolution. Notes: The graph presents the average ESG score per year for all Stoxx Euro
600 index firms that compose our sample. Source: own figure; data from Thomson Reuters Eikon.

We focus on the payment and stability of dividends, following the works of Barros et al. [53]
and Barros et al. [54]. The payment of dividend (Dividend) takes the value 1 for dividend-paying
firms i in year t, and 0 otherwise. The stability is proxied by three variables. The first is the stability
of the dividend per share from the previous year (DPS regular). This variable captures the yearly
cash dividend paid to shareholders. The second is the absolute variation on the payout ratio from
the prior year, which is no more than 2% (payout range 2%). This variable captures the stability in
the value sharing with shareholders for current cash and future growth. The third is the stability of
a market measure through the cash dividend paid over the firm’s year-end stock price (Dividend
Yield range 2%). Similar to the previous variable, we allow an absolute deviation of up to 2% for
defining stability. The four measures comprise the dividend policy variable (D) in equation (1). As the
focus of this research is on the payment decisions and its stability, we do not analyse the dividend
amount. Other studies focused on the level of dividends that exist, having computed dividends over
earnings [55], sales [56], assets [55,57] and equity [55], although the scope differs from ours.

To answer our hypotheses, we estimate the following model, which takes the specification of
panel logit:

Djs = ap + p1ESG;; + B2ETR;; + BzAnalysts;, + fsMarket/Book;; + f5Size;s
+B6EBT margin,, + f7EBT CAGR 3y, 4+ fsROE;; + fgLeverage;, 1)
—i—ﬁlOpP&E,‘t + 0 + 00 + €t

The ESG is the score for each firm i in year ¢, either the ESG score or the score for each sub index.
Control variables are drawn from existing empirical evidence:
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- Firms’ effective tax rate (ETR), which is a traditional topic in the dividend policy literature
(for instance [53,58-61]);

- The number of sell-side analysts covering each firm (Analysts). The evidence on this control
is mixed. While Ham et al. [62] find that analysts affect the likelihood of paying dividends,
Barros et al. [53] find mixed results;

- The growth potential (Market/Book ratio) priced by the market, especially for dividend payment
firms [63-65];

- The firm’s dimension (Size), as the literature points to a negative relationship with
dividends [21,66];

- Thelevel of operating profitability (EBT margin), growth in operating profitability (EBT CAGR 3y),
and level of profitability to shareholders (ROE), as in other studies [59,67,68];

- The capital structure (Leverage). Most studies suggest that more leveraged firms are less likely to
pay dividends (e.g., [66]);

- Firm’s capital intensity ratio (PP&E), which accounts for the need for the investment in fixed
assets [53]. The volatility in the dividend payment must be viewed in a setting of CAPEX
requirements for fixed assets, replacement and growth.

The variables & and 6 are the fixed effect (FE) specification for the year and economic sectors,
respectively. Our sample is composed of large firms headquartered in Europe, most of which are
well-known multinational firms. The institutional setting of each European country is, therefore,
not addressed explicitly in the econometric context for several reasons. First, the large nature of these
firms makes them operationally exposed to a diversified institutional setting that would have to be
captured by the firm’s geographical segmentation. Second, the profile of the shareholder structures of
these firms does not mimic the idiosyncrasies of the firm’s country of its headquarters.

Nevertheless, we acknowledge that various economic sectors drive the need for better ESG
components, specifically, the first two pillars, environmental and social. As more environmentally
exposed industries, e.g., oil and gas, contribute differently to the ESG scores, the reaction of the dividend
policy may not be driven in a linear form. The social pillar is also industry specific. For instance,
the recent KPMG [69] report on the ESG pillars highlights the need for technology firms to mitigate
their social and business impacts in challenging times. Our econometric setting uses a fixed effect
specification for the economic sector to accommodate the expected variability across these sectors
(see Figure 2 for the decomposition of each pillar per industry).

The definitions of the variables are presented in Table 2, while Table 3 presents the descriptive
statistics for each variable. Cash dividends are paid in approximately 89% of the firm-year observations,
while the stability in the dividend payment reveals characteristics worth exploring. The signalling
theory also holds, especially for the stability in the dividends paid. While the clientele effect is primarily
absorbed by the DPS regular, most firms in the sample exhibit irregular payments per share (88%).
The long-run growth potential jeopardy can be mitigated by profit sharing with shareholders, rather
than by the contemporaneously withdrawing of cash that would otherwise compromise a firm’s
long-run growth.
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Figure 2. ESG Evolution per Economic Sector (2000-2019). Notes: The graph computes the average
ESG score per economic sector from 2000 to 2019 for all firms in our sample. Economic sectors are as
follows: Basic Materials; Consumer Cyclicals; Consumer Non-Cyclicals; Energy; Utilities; Industrials;
Technology; and Telecommunications. Source: own figure; data from Thomson Reuters Eikon.

Table 2. Variables definition.

Variable Definition
Dividend Paid Dividends = 1; Did Not Pay Dividends = 0
DPS regular Dividend Per Share (DPS) equal as in the previous year = 1; Otherwise = 0
Payout range 2% Payout ratio (DPS/Earnings Per Share) in ’Fhe 2% range from the previous year = 1;
Otherwise = 0

Dividend Yield (DPS/Stock Price) in the 2% range from the previous year = 1;

Dividend Yield range 2% Otherwise = 0

ETR Income Tax Expense/EBT ()
Analysts Number of sell-side Analysts listed as covering each firm
Market/Book Market Value/Book Value of Equity ()
Size Log Total Assets
EBT margin EBT/Revenue 1
EBT CAGR 3y Earnings Before Taxes (EBT)/3-year geometric change (!
ROE Net Income/Equity (D
Leverage Debt/Equity )
PP&E Property, Plant & Equipment (PP&E)/Total Assets (1)

Notes: (1) variables are winsorised at the 0.5% level to control for outliers.

Nonetheless, approximately 19% of firms maintain this focus on stable payout. Therefore, the
managers of these firms maintain a balance between short- and long-term perspectives on a year-to-year
basis, thus avoiding a myopic view. Furthermore, the median dividend yield for the sample period is
2.6% for paying firms, which is within the expected range for these firms (quartile 1: 1.5%; quartile 3:
4.2%). The stability of the yield is 71%, when considering a year over year absolute change up to
2%. While this range may arguably be too broad, it is highly sensitive to stock price movements.
Moreover, narrowing the deviation to 1% or 0.5% still produces stability in shareholder market returns
in 60% and 44% of observations, respectively.
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Table 3. Descriptive Statistics.

Variable N Mean S:g, 1st Quartile Median 3rd Quartile
Dividend 1914 0.886 0.318 1 1 1
DPS regular 1914 0.118 0.322 0 0 0
Payout range 2% 1914 0.190 0.392 0 0 0
Dividend Yield range 2% 1914 0.710 0.454 0 1 1
ESG Score 1914 60.387 17.287 48.386 61.936 74.087
Environmental Score 1914 63.242 21917 46.303 66.387 81.796
Social Score 1914 62.468 20.916 47.223 64.655 79.684
Governance Score 1914 54.782 21.466 38.141 56.017 72.206
ETR 1914 0.226 0.354 0.181 0.253 0.313
Analysts 1914 18.308 9.524 12 18 24
Market/Book 1914 4.145 8.120 1.451 2.504 3.995
Size 1914 22.873 1.664 21.858 22.881 24.078
EBT margin 1914 0.107 0.140 0.044 0.087 0.155
EBT CAGR 3y 1914 -0.027 2.251 -0.247 0.070 0.299
ROE 1914 0.162 0.331 0.078 0.137 0.207
Leverage 1914 0.928 1.292 0.319 0.646 1.166
PP&E 1914 0.257 0.206 0.091 0.209 0.367

Source: own table; data from Thomson Reuters Eikon.

4. Results, Discussion and Contributions

The results from the panel logit regression of the impact of ESG scores on the payment of dividends
and the stability of the policy are presented in Table 4. All specifications are reported with a fixed
effect for year and industry, while standard errors are robust for heteroskedasticity. Throughout all
specifications, the effect from the ESG scores are only significant for the stability of the dividend
payout ratio. More specifically, marginal effects (not reported for the sake of parsimony) indicate that
a one-unit increase in the ESG score produces a 2.0% probability of an increase in the likelihood of
stable payout ratios. This suggests that higher ESG scores align better with stakeholders” interests
as a result of proportionally stable profit sharing. Traditional controls for the payment of dividends
and for stability are consistent with Barros et al. [53] predictions for determinants of the dividend
policy, as well as the coefficient of determination. For example, larger firms are more likely to pay
dividends (column 1), particularly when accounting for the fact that the sample is composed of the
largest firms listed on the European stock exchanges. Furthermore, the payout rate is more stable for
more profitable firms in operating terms, as well as for more capital intense firms.

However, similar to Barros et al. [53], the market measure of dividends captured by the dividend
yield is more likely to be predictable by investors from firms exhibiting higher operating performance,
greater growth potential and more intense scrutiny by sell-side analysts. That being said, leverage plays
an opposing association. For example, more leveraged firms are less likely to sustain a dividend yield,
as the ladder of priorities in the financing structure causes more volatility to earnings after covering
finance expenses.
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Table 4. Logit regression on dividend payment and stability: ESG Score.

@ 2 3) @

Dividend RDPS Payout Range 2% Dividend Yield Range 2%
egular
ESG Score 0.019 —-0.002 0.020 ** 0.005
(0.014) (0.013) (0.009) (0.007)
Control variables
ETR —-0.052 -0.373 0.006 —-0.078
(0.273) (0.279) (0.221) (0.176)
Analysts 0.051 -0.015 0.028 0.042 **
(0.034) (0.033) (0.020) (0.018)
Market/Book 0.060 ** —0.058 ** 0.041 * 0.069 ***
(0.026) (0.025) (0.021) (0.026)
Size 0.821 *** —0.875 *** 0.273 * 0.284 **
(0.252) (0.273) (0.147) (0.130)
EBT margin 3.978 *** —0.729 1.769 * 2.403 **
(1.480) (0.995) (0.994) (1.008)
EBT CAGR 3y 0.108 ** —0.066 0.013 0.078 ***
(0.051) (0.042) (0.026) (0.030)
ROE —0.538 -0.329 -0.136 0.171
(0.630) (0.430) (0.405) (0.515)
Leverage —0.423 *** 0.230 ** -0.157 —0.280 ***
(0.144) (0.107) (0.107) (0.099)
PP&E 3.233* —2.958 * 3.558 *** 0.988
(1.766) (1.751) (1.160) (0.774)
Year FE Yes Yes Yes Yes
Economic Sector FE Yes Yes Yes Yes
Observations 1914 1914 1914 1914
Wald test 0.000 0.000 0.000 0.000
Adj R? 0.227 0.224 0.227 0.212

Notes: Robust standard errors are in parentheses. *, **, and *** represent significant levels of 10%, 5%, and 1%,
respectively. Variables are defined in Table 2.

We also analyse the environmental performance by decomposing the ESG score into each of the
three pillars. Table 5 presents a similar understanding, albeit lower in magnitude, when compared with
the global ESG score. The marginal effects indicate a sensitivity of 1.0% between the environmental
score and the stability of the payout ratio. The analysis of the social score is presented in Table 6.
Surprisingly, the payout stability is not statistically sensitive to changes in the ESG score concerning
social issues. However, the results suggest a positive association with the dividend yield, which leads
to the question of whether socially motivated firms are more concerned about the stability of the
market returns collected by shareholders. Finally, Table 7 presents the analysis of the third pillar of the
ESG score, i.e., governance. The positive effect of the payout identified in the overall ESG score and in
the environmental pillar score is also verified in the governance score. Nevertheless, our results are
not insensitive with respect to whom prevails in setting the stability measures used in the empirical
analysis. In columns (2) and (3) of each result table, the proxy is directly set by the managers, whereas in
column (4), there is evidence of more direct influence from shareholders.

While the social pillar appears to drive the dividend policy in ways different from the other two
pillars, the results should be viewed from the same theoretical perspectives as those highlighted in
Section 2. Although the signalling theory is more likely to hold for more stable amounts, there may be
some compensation when other governance mechanisms are in place. Additionally, the information
asymmetry issue in which analysts play a role. For example, higher coverage from sell-side analysts
pressures managers to be transparent and to meet targets. Deviations from analysts’ targets are
frequently heavily penalised by market participants, thus calling for more predictability. A predictable
payout policy may take two main forms, namely, stability in the dividend per share and stability in
the profit-sharing that encompasses both payout ratios and dividend yields. When a firm’ pricing in
efficient markets follows the firm’s prospects, higher dividends when establishing stable profit sharing
should yield greater positive outlook potential.
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Table 5. Logit regression on dividend payment and stability: E (Environmental).

@ 2 3) (CY)
.. DPS .. .
Dividend Regul Payout Range 2%  Dividend Yield Range 2%
egular
Environmental Score 0.014 0.002 0.010 * 0.002
(0.010) (0.010) (0.006) (0.004)
Control Variables
ETR —-0.040 —0.368 0.000 0.073
(0.275) (0.277) (0.216) (0.159)
Analysts 0.051 —-0.015 0.028 0.032 **
(0.034) (0.033) (0.020) (0.015)
Market/Book 0.059 ** —0.058 ** 0.038 * 0.064 ***
(0.026) (0.026) (0.022) (0.022)
Size 0.813 *** —0.884 *** 0.263 * 0.072
(0.251) (0.275) (0.148) (0.100)
EBT margin 3.962 *** —0.748 1.890 * 1.980 **
(1.478) (0.993) (1.005) (0.897)
EBT CAGR 3y 0.107 ** —0.066 0.011 0.064 **
(0.051) (0.042) (0.026) (0.028)
ROE —-0.525 -0.337 -0.127 —-0.007
(0.627) (0.435) (0.420) (0.453)
Leverage —0.415 *** 0.228 ** —0.146 —0.223 **
(0.143) (0.107) (0.109) (0.087)
PP&E 3.110* -2.935* 3.485 *** 0.874
(1.750) (1.735) (1.173) (0.559)
Year FE Yes Yes Yes Yes
Economic Sector FE Yes Yes Yes Yes
Observations 1914 1914 1914 1914
Wald test 0.000 0.000 0.000 0.000
Adj R2 0.228 0.224 0.223 0.217

Notes: Robust standard errors are in parentheses. *, **, and *** represent significant levels of 10%, 5%, and 1%,
respectively. Variables are defined in Table 2.

Table 6. Logit regression on dividend payment and stability: S (Social).

1) ) 3) @
- DPS . .
Dividend Payout Range 2%  Dividend Yield Range 2%
Regular
Social Score 0.013 —0.005 0.010 0.010 *
(0.011) (0.009) (0.007) (0.006)
Control Variables
ETR —-0.069 —-0.374 —-0.007 —-0.078
(0.276) (0.281) (0.220) (0.176)
Analysts 0.049 -0.014 0.028 0.041 **
(0.034) (0.033) (0.020) (0.017)
Market/Book 0.060 ** —0.058 ** 0.040 * 0.070 ***
(0.026) (0.025) (0.021) (0.025)
Size 0.824 *** —0.873 *** 0.268 * 0.288 **
(0.252) (0.272) (0.148) (0.129)
EBT margin 3.906 *** —-0.701 1.861* 2.380 **
(1.479) (1.000) (1.001) (0.999)
EBT CAGR 3y 0.107 ** —0.065 0.013 0.079 ***
(0.052) (0.043) (0.027) (0.030)
ROE —-0.512 -0.321 —-0.148 0.168
(0.626) (0.427) (0.401) (0.504)
Leverage —0.415 *** 0.232 ** —-0.154 —0.287 ***
(0.144) (0.105) (0.106) (0.098)
PP&E 3.051* -2.973* 3.585 *** 1.010
(1.737) (1.734) (1.171) (0.775)
Year FE Yes Yes Yes Yes
Economic Sector FE Yes Yes Yes Yes
Observations 1914 1914 1914 1914
Wald test 0.000 0.000 0.000 0.000
Adj R? 0.225 0.224 0.224 0.213

Notes: Robust standard errors are in parentheses. *, **, and *** represent significant levels of 10%, 5%, and 1%,
respectively. Variables are defined in Table 2.
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Table 7. Logit regression on dividend payment and stability: G (Governance).

(€)) 2 (3 @

Dividend DPS Payout Range2% Dividend Yield Range2%
Regular
Governance Score 0.008 —0.001 0.015 ** —-0.001
(0.009) (0.008) (0.007) (0.005)
Control variables
ETR -0.057 -0.372 -0.014 —-0.083
(0.269) (0.278) (0.221) (0.178)
Analysts 0.052 -0.015 0.032 % 0.042 **
(0.035) (0.033) (0.020) (0.018)
Market/Book 0.060 ** —0.058 ** 0.037 * 0.068 ***
(0.027) (0.025) (0.022) (0.026)
Size 0.822 *** —0.878 *** 0.261 % 0.283 **
(0.254) (0.274) (0.145) (0.131)
EBT margin 4.056 *** -0.739 1.626 * 2.426 **
(1.499) (0.985) (0.965) (1.007)
EBTCAGR 3y 0.108 ** —0.066 0.011 0.078 ***
(0.051) (0.042) (0.026) (0.030)
ROE -0.527 -0.331 -0.113 0.169
(0.642) (0.432) (0.418) (0.510)
Leverage —0.409 *** 0.230 ** —-0.149 —0.275 ***
(0.149) (0.106) (0.107) (0.100)
PP&E 3.136 * -2.956 * 3.536 *** 0.946
(1.712) (1.762) (1.142) (0.771)
Year FE Yes Yes Yes Yes
Economic Sector FE Yes Yes Yes Yes
Observations 1914 1914 1914 1914
Wald test 0.000 0.000 0.000 0.000
Ade2 0.226 0.224 0.227 0.213

Notes: Robust standard errors are in parentheses. *, **, and *** represent significant levels of 10%, 5%, and 1%,
respectively. Variables are defined in Table 2.

Stable dividend amounts may yield opposing views. One the on hand, maintaining the amount at
a predictable level is welcome by shareholders as participants in the stock market tend to penalise
negative news that could be attached to unstable dividends. Hence, the clientele effect is primarily built
around such assumptions. On the other hand, managers may put growth potential at risk to ensure
the predictability of the dividend. During uncertain times, this behaviour is particularly relevant for a
firm’s growth potential. That said, firms often position themselves such that they must set a dividend
that exceeds earnings to fill the clientele effect. In such cases, short-term behaviours may occur.

Our results suggest higher stability in the payout ratios is increased by ESG scores. One argument
in favour of this conclusion concerns the temporal perspective of managers. Stability in the payout
ratio is more likely to account for a long-run perspective of a firm’s value growth as opposed
to other perspectives on the dividend. However, the social pillar follows a different perspective.
These results suggest that the higher scores for the social pillar are associated with more stable returns
for shareholders, a result that is not captured by other stability indicators. Moreover, investors may be
more sensitive to social issues regarding the pricing of a firm’s shares. Accordingly, the analysis of
the social pillar suggests an unstable DPS (dividend paid) and unstable payout ratio, but more stable
dividend yields.

Less stability in the DPS may be followed by more volatile stock prices [70], reacting to repricing
under the expected return from the cash component. The other component of returns comes from
capital appreciations, that should be lower in an environment of higher payout ratios, also depending
on payout taxes [71]. The results also suggest that lower Social score can be penalised by the market,
thus not pricing firms along with the expected yield.

Our findings yield a twofold contribution to practitioners. First, to investment managers concerned
about sustainable investments. The concerns of investors over sustainability and the dissemination of



Sustainability 2020, 12, 8804 12 of 15

investment funds dedicated to sustainability are on the rise. BlackRock [2] recently highlighted that
sustainability would be the new standard for the world’s largest asset management firm. Fink [3]
highlighted that ESG investment patterns and investor’s expectations are moving towards a more
sustainable investment perspective. While the sustainable investment funds aim to fill a demand
of investors with sustainability concerns, the long-term investment returns may be a concern for
these practitioners. Our results suggest that firms with better ESG scores appear to do not jeopardise
future growth potential, thus fading up the risk of dividend policies capturing value towards a
short-term perspective. The higher ESG scores reflect on better long-run alignment with shareholders
and other stakeholders due to a more proportionally stable profit sharing. Therefore, investors in
these firms should expect more stable payout ratio, not putting at risk growth potential by short-term
adjustments in dividends towards a stable dividend yield and per share. The second main contribution
to practice is for regulators. The new wave of investments towards sustainable practices is expected
to bring to the table more refined regulation and guidelines for non-financial reporting standards.
The attention of regulators may be drawn from increasing trends [72], which eventually lead them to
carry on well-crafted regulation as they gather appropriate visibility over the issue, if any is required.
For instance, definitions of investments that qualify for green bonds, criteria for setting funds as
compliant with the three pillars of ESG, and many other activities. We highlight that securities market
commissions worldwide are responsible for protecting, among others, all investors. Our results suggest
that firms may have been autoregulating themselves concerning how ESG scores affect the dividend
policy. Specifically, high ESG scores are not affecting the stability of the DPS and are associated with a
more proportionally stable profit sharing, thus not compromising the long-term growth potential.
Future research should further explore our research design. Furthermore, our analysis focuses
primarily on larger European firms, but it is acknowledged that lesser renamed firms and those
experiencing different degrees of exposure to the institutional setting of each country, as well as smaller
firms and non-listed firms, may be impacted differently by ESG scores. The different ratings may also
be confusing to investors and thus present different outcomes [73]. Therefore, a cross-comparison of
other ratings of ESG scores should enhance understanding of our findings. Furthermore, the growing
importance of investment funds with a focus on sustainability may promote the study of other finance
related decisions and implications such as M&A, IPO, cost of capital [36], capital structure, and market
returns [52]. Finally, future research should account for potential differences among European countries
and between developed and developing economies. We could expect, in developing countries,
less impact of sustainability in affecting the stability of dividends and the dividend policy overall.
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